
(.

PARLIAMENTARY SERVICE COMMISSION
Parliamentary Budget Olfice

Parliamentar5
Budget Office
Nairobi,
Kenva

Discussion Paper

December 201I

I

I B

PA
YA

R L, IAM E NT
o F KE N





DISCLAIMER
The Parliamentary Budget Office (PBO) is a non-partisan professional office ol the Kenya
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1.0 Introduction

Recent movements in interest rates, inflation and exchange rates present real dangers to
economic stability. The economy has endured steep inflationary pressures and exchange

depreciation for about g montlls in ?011. This started with the buildup in inflationarv pressures

early in the year, then the onset ofexchange rate depreciation around April 201 l. and the recent

rise in interest rates. Notahly, inflation rose liom 4.51 in .lanuarl'to lq.7 percent bv Novernber
201 L Ken1.'a's shilling depreciated fiom about Ksh. 8l to Ksh. l0l to the US dollar in October

201 l. To address these problems the Central Bank of Keny-a (CBK) belatedly' increased the

Central Bank Rate (CBR) to I I percent in October 201 L On November l. 201 | the CBK again

raised the CBR rate to 16.5 percent from ll percent. Banks in Iheir characteristic style increased

their lending to between 20 and 25 percent. While the primary goal ofthese shock measures u'as

to address inflationary pressures and the weakening ol'the Kenya shilling, the results are mixed

and uncertain. Truly, the exchange rate has appreciated to lrade at about Ksh.89-90 to the US

dollar but inflation rose to 19.7 percent in November 2011. The largely cost-push and supplt'
side inflationary pressures could not ease up with these monetary policy measures. so the CBK
on Decemher I , 20 | lonce again increased the CBR to I 8 percent.

Officially driven interest developments are not unprecedented in Keny'a. hut the use olthe CBR
as a signal for monetary policy is fairly recent. This is thc first time that the CBR is heing used

actively to address inflationary pressures. What is not clear is the size ofCBR change that can

have real effect ofreducing rnoney supply in thc economy. It is quitc apparent that only large

increases in the CBR (for example 7 percent increase in the CBR in.just two months) may have

an effect on inflation and exchange rates. The recent raise in the CBR now presents another

danger to the economy. There is little doubt that banks will have another round ol interest rate

increases which could easily breach the 30 percent level. Primarily. high interest rates are likely
to curb business investments and innovation. rising interest rates could also increase loan

defaults in the banking system and bank vulnerability, high interest could also drive the cost-

push inflation due to medium term increase in prices associated with higher costs olbusiness
financ in g.

We can also contrast the current high interest rates and previous episodes of high interest rates.

Notably. 1992-95 high interest rates were associated rvith macroeconomic misrnanagemenl and

bank failurcs and not formal monetary policy operations that we are seeing today. We believe

that there are alternative measures to dealing with the problem of high inflation and weak

shilling arvay flom the use of harmful measures such as sharp interest rate increases. These

measures are discussed towards the end. First, we providc a background on historical trends in

interest rates, and then provide a short review of recent macroeconomic instability and mcasures

used to address it.

3

I



I

tJ

o

D'

t!

D

-l

,7)^-$$()::-.DtrtREe;E8-r*3E-3hE ; ; 
= 

; H : F 3. 1.?
,,+a:?=.QJ7oi-'
rq3'i-*d-fi.-'.s=
= 

t) J 
- 

O ? (! 
= ^', J .o

** o 6- d r = o.l d i eI .-=.: -! o.= 2?-2
2 n -- o o 1.o3-5(/r -gIq=-,==q=g
rA!9-.o;Q"'--o
a 

= _ _ 7 _ l,i I =. 1 1_.w ci z- q -,= - =,, "e,a?3'-6=cdroTY'rd=+=9=yij= -r - 6 - - j 
=a": +{ir fH55-=

(< x \o ('? x / 
= = a !D

AiY;^,-,;?3Q*
6 => o; cd 

=.9 rs+1qEa!=rfq,Eili.B1+t-
.n<-:!-;!to-d. -.o/.]X: < o
= ? < - .D:' 

^ 
a C.,

- 7 
=.t'-qj 

r-- O?;=S+Z*4=-
= = .. _ ^ - c. -.... 6.uN_l(j_5=-
I=,='-;c\=ii3a&i+3lliI,1<ltsiio.D;x-ioo'=.:=-=-.i,q9
h 

=-r = -= = - - 
=.!=.Y:.Yoi-.hJ

9=ln*P==-N_9=?==='d'74=2
f,.p=;tr;;r^.3
= 

a= I15 F i i "=rt.\,_,,.D.r--.1u!=r)=D^.-p
r e' rD J ttz ; 

= 
a'dp *=- 5 d-? 6a'i\n"1--Qa.);a-.=co=+rJo

==_:;!a?=a?=4:':;1 =a=lil22)='- -5 TU! j a e = -2*? *).:1ssE I
=ri - .) .),= = ^ f. =g 5- :-_ o- c! .' 

^- 4,< o-

T

e

!0

o

-:.

pso\coo
ooooo

a0 F-1 D na _6 $ =.a unF E' 3 , F 9, -- l, '- l.?4 -:'? F 6 a * i A
2-+:-=Nc=o-='J X .u .) t, 

= 6 O t1 
= 4

or:i--o-io-9P,o:^tY;-r--.::3i4fr5e,i1:ii?.
= tJ: -l 

- o o- :J- (? ,- l
-=q=d<''?1r_o',-s;-i€iiaA=a=t
==9:tpdHdB-3-'r.); q.t q 

='-.,-Qi-3<YlrroE -o 3 1 5 -. n d.i{;=R=i*E+.Jg
=-^.-o-.)i-J-'=-.-.=-=-t1-at-
= r o = ! < =- t: I & ? z€ i = I I 'i--lB.-ai-q=Er't,a?3 E i -I oo -q:-,-9.)=i==
_..D a.i.: = 

r.0 o: o_

e=,..';Ti'i;?.6=
rt=--^-=;-=
2-zao.o6El:j9n:Y':=96-.zq;i
: .) : I) - Y' -. .0 ^ .D

";.n9-.J-=,+--3'..i.-r;-6-t'El1(]-=-==.:-'^-.
1.,q.; 

=:; E ;-? : j
rx= ? 6= 3 o;i a*::! o.j d: o X r'E -(D.;-= N h:-= {.0.r?q'-o--q-a9
E:,a9:ii9-q=;
=a==.!=.,t?:.6; = l# i q b E = I t:.-: - - o---(/,; q -::'=.=[-Jli+SI €- + l: +E i; & *
=.'6N'.-.j$C,.)=.O-rJc =O O-o -'J r) -
li.-39a,-??=e

<a) J -1 -=

=n*={Q*ii.3w.)!;-F-+-;'ri
O=:{ni==-o=:^
- - o ^ ao c a r r O
Ee3lE,,=a-:tf;-Ai- o-_:c=a
--:::-.;i-l-=.-
= 

v f o fD lJ i , h , tr

Jul 91

Jun-92

May'93

Apr-94

Mar-95

Feb-96

)an-97

Dec-97

Nov-98

Oct'99

5ep-00

Aug-01

lul-02

Jun-03

May-04

Apr-05

Mar-06

Feb-07

Jan-08

Dec'08

Nov-09

Oct-10

Sep'11

I

5

I
5

I
I
I

a
--t

=



201 L Thus. we can see some distinct pattern: low spreads during times ofstate controls: large

spreads ofabout l810 20 percent in times c,f economic turmoill and modest spreads of l2 to l.l
percent during times ofrclative economic stability.

Graph 2: Intercst Rate Sprcad
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3.0 Monetary Expansion and Interest Rates

Graph 3 shows the monthly growth in credit, growth in money supply and lending interest rates

lor the period 1997 to 2011. The graph shows a dramatic collapse ofthe credit grorvth in the

period 2000 to 2002 followed by a sustained rise in 2003. The sustained rise in monetary hase

(M3) and subsequent decline in the lending rates liom early 2003 through 2005 partly explains

the unprecedented growth in banking sector credit to the private sector. The lending rates largely

stabilized at about l2-15 percent during this period. Even though lending rates variations

remained rvithin narrow margins. we can see marked volatility in the monetarv base

accompanied b1' sharp fluctuations in tlre growth of private sector credit torvards the 2007

general elections. Due Io large inflows in loreign assets in l)ecember 2007. nroney supply
gro$th accelerated to 26.61 perccnt by March 2008. Money suppll' dipped sharply to 7.49

percent in April 2009 during the Global Financial Crisis.

Il is quite apparent that credit expansion follows similar trend as that olgrorvth in money supply.

But. credit expansion appears to lag money growth by about J-4 months. Still. due to increased

5

I

Recent CBR increase has caused banks to adjust their rales from an average of l5 percenl to

about 24 percent. For some banks, actual lending rates are about 30 percent. As seen in Craph l.
the last time the rates were this high was in early and mid I990s. The current average spreads at

these rates. about 18 to 22 percent, are also similar to those of the most volatile times in 1990s.



liquidity in the market. credit to the privale sector still renrained high and at one tinre rcaclred -J5

percent in September 2008. The process. and the somewhat synchronized movemcnts bctwcen

money supply growth and credit expansion. repeats again between April 2009 and the third
quarter ol 2010. This corresponds to the monetary and fiscal spending associated with the

Economic Stimulus Package that rvas one of the primary tools used to fight-off the negative

effects ollhe Clobal Financial Crisis.

Graph 3: Monetary Expansion end Gmwth of Crtdit
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4.0 Discussion: High Interest Rates and Spreads

The analysis above shows clearly that the country wcnt through a long and sustained period of
low inlerest rates ftom 2003 to October 2011. The CBK unexpectedly raised the CBR to 16.5

percent on November l, 201 I from l l percent. then again to l 8 percent after exactly one month.

This was a total reversal ofinterest rate regime in Kenya since 2001. According to the CBK, this

rate increase is designed to reduce inflation through slowing down consumption spending.

Whether this will have the expected results will depend on the proponion of inflationary
pressures caused by money supply. The rate increase is also expected to reduce the pressure on

the Kenya shilling exchange rate. However, extemal factors such as the Euro debt crisis could
still keep the shilling exchange rate under pressure. fligh rates could also attract unreliable shon

terrn capitalor hol money.

Under the present economic conditions, the current intercst rate policy could cause sharp

contractions in growth and worsen unemployment and poverty situation. tJigh interest rates lead
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to fall in business profits. fall in investment. which inevitably leads to lorver economic growth.

worsening unemployment situation, and poverty. High interest rates could also prevent

cstahlishmcnt of new businesses. For instance. ifa startup raises capital al say :0 9/o inlercst rate.

it would need to charge larger margins than this to senice the loan and stav afloat. Tlre current

economic conditions. panicularly unpredictahle monetary policies, uncertainties in the economy.

h igh cost of production, and other risks in the country (such as uncerta int ies assoc iated w ith 20 I 2

elections and the war in Somalia) could work to curtail stable investment flows.

High interest rates may also lead to higher market prices associated with rising costs ol
production (also known as cost-push inflation). This happens when cornpanies increase their

mark ups to compensate for costlv bank financing. This is a special casc whcre rising interest

rates could reduce the effectiveness of monetary measures to tame inflatiolr. Thus, supply

constraints such as food supply problems or cost-push related drivers of inflation such as high

fuel prices could keep inflation high and potentially lead to a more u'orrisome scenario of high

inflation and low growth. l{igh interest rates may also have some income distribution aspects.

For example. high interest rates could d ispro portionate ly alfect thc middle class who ordinarilv
are less alfected by supply side inflation. lf this elfect comes through. then depressed rniddle

class consumption demand could sharplv undo employnrenl gains and povertv reduction etTorls

since 2001.

Since interest rates are likely to slow economic growth (including causing unemployment, rising
poverly) it could onlv be hoped that inflation rvill decline. Alternatively. high interest will also

have negative effect on the banking sector. For instance. already the intcrbank lcnding is about

30 percent and quite unstable. This implies that some banks arc accessing operational funds at

very high rates. In addition. the recent increase in the cash reserr"e ratio rvill furtlrcr strain hanks

and probably affect their profitability.

The high interest rates have also brought to the fore the unusually rvide interesl rate spreads in

Kenya's banking system. Recent information shows that savings rates are about 2 percent while
banks base lending rates have reached 20-25 percent in November 201 l, Indeed. the interest rate

spreads widen whenever base lending rates go up guaranteeing banks srrpernormal profits.

Notice, that historical spreads were as high as they are toda),during economic turmoil of 1990s

(Graph 3). l'urther. customer deposits constitute about 75 percent ofbanks lent funds. Thus. in a

wav banks tend to nrake more money during economic volatility when evervone doesn't.

Why do banks hold large spreads? A Financial Sector Deepening report (2009r) notes some of
the causes of large bank spreads in Kenya as: one. high proportion of non-performing loans (this

' t'SD (2oog). Costs ofcollatcral in Kcnya: opportunitics for Reform. Financial Scctor Dcepcning. Nairohi. Kenya.
Scptemher 2009.
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problem has largely declined with the resolLrtion of NBK debts): trvo. Kenyan banks appetite for

high profits: three. high cost ofcollateral due to weak registries. difficult and sluggish,iudicial
processes. and recentlv corruption in the lands sector: and four, high labour costs of Kenyan

banks (for example. the net interest generated by a typical Kenyan bank worker is halfthat of
emerging economies).

5.0 Policy Options

Recent actions of the CBK represent a rnajor shift in intercst rate pr.rlicy. rlhich coLrkl have dire

effects on Kenya's economy. For about 8 months the CBK had a u'indou'of opporlunity to

redress the problem of rising inflation and weakening Kenya shilling. Bul. rnonetary policv
intervention came belatedly wilh the increase in the CBR rate to I I percent. Before li.rll

lransmission of this measure, the CBK again raised the CBR to 16.5 percent in November 2011.

Once again monetary authority has increased the CBR to l8 percent. which is expected to cause

sky high lending rates. Some questions still linger aboul Kenya's dramatic 20ll economic

problems and policy response by government. For exarnple. rvas there adequate assessment of
the irnpact ofeach CBR raise before anotlrer one was considered? Whv, for instance. was the rate

increased by a massive 5.5 percent from ll to 16.5 percent within a month given that supply

driven inflation was expected to decline with improved harvests during the period f)ecember
201 I to February 2012. In addition, what are the real costs olgiving up the growth objective to

achieve the inflation ohjectivc? Why was fiscal policy not used to help curb domestic demand?

As notcd above. huge privale seclor cretlit and govcrnmenl dcvelopmcnt spcnding has

contrihuted to Kenya's grou,th sincc 2003. Still. according to Vision 2030. econornic grorvth.
povertv reduction and employrnent creation remain the core pillars of Kenya's economic

development- For these reasons any shock therapy through curbing credit expansion in a low
income country like Kenya. where youth unemployntent is rampant, where 50 percent of
population lives below the poverty line, and where the governmcnl requires massive resources to

fund an election year budget and cater tbr devolved governments. is highly misadvised.

Given that part ofthe triggers of rising inflation and exchange rate deprcciation could renrain and

even worsen (for example global lood prices will rernain high, the Euro area debt crisis is yet to
be resolved) it is most advisable to take moderate and conservative inlerventions especially ol
monetary nature so as not to throw the economy into a recession. An imponant balance need to

be made: contain inflationary pressures while ensuring alfordable credit to tlre private seclor and

to the government. ln any case. we still need to protect governmcnt's budget program and also

ensure a hanking sector that can lend profitably without the risk of loan delaults. At thc sarne

time. a balance should also be lound to ensure that savers earn a reasonable return on their funds.

Allthis is possible in an environment ofstable interest rates. stable intlation and exchange rates.

8
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Stability of inflation and exchange rates cannot be achieved through disproportionate and

destabilizing interest rates increase. At the moment, $'e cannot rule out further CBR increases

above l8 percent. Is the country ready to pay the price of falling growth, high unemployment,

rising labour union pressures. poveny. inability ofgovernment to borrow for its operations. high

loan defaults and bank weaknesses? In light ofall this. following are some plausible alternatives

to redress the situation and stabilize Kenva's cconomv:

Allow fiscal policy to work. Interest rate increases could he avoided ilsome aspects of
imporl demand (for example rarsing tariffs) and domestic demand (reducing government

consumption) are handled hy the Treasury. The ministry olfinance could use tarifls to

curb the so called "unessential imports". This will reduce unrestrained use ofmonetary
pn licy instruments.

2. Undertake only moderate interventions whenever interest rates reach historically high

levels. Treasury bill interest rates close to 20 percent are historically quite high. Monetary

contraction instruments such as the CBR should be used sparingly under such

circumstances regardless of the rate of inflation. In addition. our analysis shows that

monetary interven(ions lag growth olcredit by a few months. Thus. the second 16.5

percent CBR increase should have been allowed to take effect.

J. Protect domestic investments and job creation. To suppon local businesses and create

employment, the interest rates should be at meaningful levels. A reduction in the CBR is

therefore suggested.

4. Takc measures to reduce the interest on government borrowing and ensure public debt is

sustainable. High interest rates occasion high bonowing and debt rollover costs for tlre
government. With treasury bills and bonds above l5 percent. the cosls of government

borrowing are quite high relative to expected retums.

5. Protect lhe welfare of depositors by rcducing bank spreads. Since direct controls of
interest rates are risky. this can be done by setting the dcposit rate as a given proponion

of a banks basc lending rate. Such a n'reasure sould promote savings. encouragc Iong

term financing. and promote innovation and consolidation in the banking system

associated with narrower spreads, among other benefits.
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I CIIAPTER TWENTY ONE

2I. STATIONERY, EQUIPMENT AND ASSETS

2l.l Introduction

Employees must put all property under their care to good use and for official purposes only.

21.2 Guidelines on usage ofPSC property

The following should be observed:-

Stationery is solely provided for official use. Personal or other correspondence on office

stationery is therefore prohibited.

Telephone calls made through the Operator or directly should be oflicial. An employee

who makes personal calls using PSC property shall be surcharged.

ll.

lll. Photocopiers shall be sued for photocopying documents that relate to the PSC's work or

business. A photocopying log shalt be kept and an employee who uses photocopying

facilities shall sign the log as acknowledgment of the quantity of photocopies done in

order to enable for the expenditure to be captured under the relevant Division for

accorurtability purposes.

Computers shall solely be used for official work

Motor vehicles shall be used as provided for in this Manual

vt Other assets shall be taken care of to the best of the holder's ability.

Employees who may require carrying any equipment for use outside the premises should ensure

that it is adequately secured. A gate pass must also be obtained from the Security Oflice before

the equipment can be carried out of the premises.

where damage is caused by carelessness, negligence or malicious acts, the employee shall be

held liable and will meet the cost of damage as determined by the pSC in line with the

disciplinary policy.

t27



THE PARLIAMENTARY SERVICE COMMISSION

DRAT-I IIUMAN RESOURCE MANUAL

Presented to

THE BOARD OF SENIOR MANAGEMENT

August,2014

1



V_

STAFF PERFORMANCE MANAGEMENT
STAIF DISCIPLINE

50
54

PAGECONTENTSCHAPTER
3FOREWARD
4ACKNOWLEDGMENT
5DEFINITION OF TERMS
6ACRONYMS AND ABBREVIATIONS
lNTRODUCTIONI
13RECRUITMENT AND SELECTION2
22ALUES AND PRIN C IPLES oF PARI,IAMENTARY SllR ICE3
23SALARIES, COMPENSATION AND BENEFITS
JJMEDICAL SCHEME5
40LEAVE ENTITLEMENTS6
46STAFF TRAINING AND DEVELOPMENT7

9
STAI'F WELFARE10.

lt. PENSION SCHEME '79

12. DRUG AND SUBSTANCE ABUSE 84
88

14. IIIV/AIDS 93

15. TRANSPORT MANAGEMENT 97

16. COMMUNICATION 103

17. RECORDS MANAGEMENT 107

18. OCCUPATIONAL HEALTH SAFETY 115

19. SEPARATION FROM SERVICE 120

20. INFORMATION AND COMMI.INICATION I'ECHNOLOGY C

21. STATIONERY, UIPEMENTS AND ASSE'TS 129

2

TABLE OF CONTENTS

4.

13. SEXUAL HARASSMENT

125


